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STATEMENT OF THE 
ACCOUNTING PRINCIPLES 
BOARD 
Disclosure of Supplemental Financial 
Information By Diversified Companies 
Introduction 
1. Increasing attention is being given to the question of 
whether published reports of conglomerate companies should 
contain supplemental financial information concerning the ac-
tivities of those segments of the business which are clearly sep-
arable into different industry lines. The term conglomerate is 
used popularly to describe a company that diversifies into dis-
tinctly different industries by acquisition or merger. The Board 
believes, however, that there is little distinction between indus-
try diversification which arises by this method and industry 
diversification resulting from a company's own internal develop-
ment and expansion efforts. All of these companies will be re-
ferred to in this statement by the more descriptive term diversi-
fied companies. 
2. Disclosure of financial data relating to separable industry 
activities of a diversified company has not been considered 
essential for fair presentation of financial position and results of 
operations in conformity with generally accepted accounting 
principles. The Board recognizes, however, that financial report-
ing practices are not static and should be responsive to changes 
in the business environment. The increase in industry diversifi-
cation by business enterprises is one aspect of the changing 
business environment which indicates a need for reexamination 
of financial reporting practices. 
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2 Statement of the Accounting Principles Board 
The Board believes it should consider financial reporting 
by diversified companies. Presently the Financial Executives 
Research Foundation is conducting a comprehensive study on 
this subject, some interested organizations are releasing "posi-
tion" papers and other organizations are publishing views of 
individual authors. Upon completion and evaluation of these 
research activities and further study as may be deemed appro-
priate, the Board intends to issue a definitive pronouncement 
on the subject. 
Background 
4. Unlike earlier merger movements, which were largely 
characterized as horizontal (companies joining with others in 
the same or related businesses) or vertical (companies joining 
with their suppliers or distributors into more integrated enter-
prises), the current merger activity has produced a significant 
number of business combinations which are neither horizontal 
nor vertical. Instead they represent the bringing together of 
companies in industries which are unrelated, or only slightly 
related. 
5. Many companies, also, have accomplished industry diversi-
fication through internally generated activities, including the 
acquisition in some cases of comparatively small companies in 
other industries as a means of obtaining specialized industry 
knowledge. Some companies have broken away from an industry 
pattern with which they were previously identified and have 
entered entirely different fields to reduce dependence on a single 
market. 
Needs of the Investor and his Advisors 
6. Another major development has been the significant growth 
in the number of investors, as well as the growth in number of 
companies whose shares are publicly traded. Prominent in this 
growth has been the substantial increase in securities held by 
institutional investors (mutual funds, pension funds, insurance 
companies, foundations, etc.) with an increased emphasis on the 
role of the financial analyst. Analysts have frequently asserted 
the need for information concerning revenues and operating 
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results of segments of diversified companies and have requested 
that it be furnished when it is not disclosed in published financial 
reports. These requests are a reaction by the analyst to the loss 
of corporate identification with a specific industry which has 
accompanied the development of complex diversified companies. 
7. The Board recognizes that such information may be useful 
for investors in appraising the past performance and future risks 
and prospects of diversified companies. 
Reporting Problems 
8. There appear to be few practical problems involved in 
determining sales or revenues for segments of a diversified com-
pany. However, determination of profitability by segments in a 
form suitable for reporting to investors raises many complex 
problems. Reporting profitability by segments may be practi-
cable in those cases where the industry segments are relatively 
autonomous, rather than interdependent. There are many in-
stances, however, where reporting on segments of a company's 
activities would require many estimates, assumptions, and arbi-
trary allocations and might result in information that would 
not be meaningful and could be misleading to investors. This is 
especially true where joint costs are involved or arbitrary trans-
fer prices are used between major segments of a company. 
Competitive Aspects 
9. Concern has been expressed that supplemental financial 
information as to segments of the business may reveal valuable 
information to competitors and could be harmful to the company. 
Need for Research 
10. Before a definitive pronouncement can be made, the 
Board believes that substantial research is necessary to provide 
practical guidelines for determining the extent to which such 
supplemental information is, in fact: 
(a) needed by investors; 
(b) reliable for investment decisions; 
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(c) not harmful to the company (that is, its present share-
holders ); and 
(d) necessary for fair presentation of financial position and 
results of operations. 
Interim Recommendation for Disclosure 
11. For the present, the Board urges diversified companies to 
review their own circumstances carefully and objectively with a 
view toward disclosing voluntarily supplemental financial infor-
mation as to industry segments of the business. 
12. An increasing trend by diversified companies to disclose 
such information is now evident. Specific examples of supple-
mental disclosures that are being made by some companies at 
the present time are as follows: 
(a) Revenues by industry activity, or type of customer 
(b) Revenues and profits by separable industry segments 
(c) Separate financial statements of segments of the busi-
ness which operate autonomously and employ dis-
tinctly different types of capital structure, such as in-
surance or bank subsidiaries of merchandising or manu-
facturing companies 
(d) Revenues by type of industry activity and type of 
customer, together with a general indication of the 
profitability of each category 
(e) Information that the operations of a segment of the 
enterprise are resulting in a loss, with or without dis-
closure of the amount of such loss. 
Conclusion 
13. The Board believes that the experience derived from 
voluntary disclosure efforts, together with the conclusions to 
be derived from research activities and further study, should 
provide it with a sound basis for making a definitive pronounce-
ment in the future on the need for, and extent of, disclosure of 
supplemental financial information by diversified companies. 
Disclosure of Supplemental Financial Information by Diversified Companies 5 
NOTE 
This Statement is not an "Opinion of the Accounting Principles 
Board" as contemplated in the Special Bulletin, Disclosure of 
Departures from Opinions of the Accounting Principles Board, 
October 1964. It is being issued as a special report for the infor-
mation and assistance of members of the Institute and others 
interested in the subject. The Board may issue similar Statements 
in the future when it appears that preliminary analyses or obser-
vations on accounting matters should be issued in advance of 
research and study by the Board. 
